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PART A 


MULTIPLE CHOICE QUESTIONS (30 marks) 


Select the correct answer to each of the following FIFTEEN (15) questions and record your 


answer on the answer sheet provided on page :. Each question carries 2 marks. 


The cost of group health insurance is lower than if an individual buys a policy on their own 


because: 

A) — the problem of adverse selection on the part of buyers is reduced. 

B) moral hazard costs of a group tend to move to a low average. 

C) it is easier for the company to deny claims from a large group. 

D) insuring a group eliminates the problem of buyers having more information than the seller 


of insurance. 


The term for the conflict between the interests of shareholders and the interests of top 


management is: 


A) 
B) 
C) 
D) 


asymmetric information. 
moral hazard. 
principal-agent problem. 


adverse selection. 


Which of the following describes how a positive externality affects a competitive market? 


A) 


B) 


C) 
D) 


The externality causes a difference between the private benefit from consumption and the 
social benefit. 


The externality causes a difference between the private benefit from production and the 
social cost of production. 


The externality causes quantity demanded to exceed quantity supplied. 


The externality causes a difference between the social cost of production and the social 
cost of consumption. 


A free market fails: 


A) 
B) 
C) 
D) 


when there is government intervention. 
when there is an external effect in either production, consumption, or both. 
whenever there is no government intervention. 


when marginal benefits equal marginal costs. 


ECON101 Trimester 3, 2013 


Which of the following statements about the economically efficient level of air pollution is 


correct? 


A) 
B) 


C) 


D) 


The economically efficient level of pollution is zero. 


The economically efficient level of pollution occurs where all social costs equal all social 
benefits. 


The economically efficient level of pollution occurs where the marginal cost of pollution 
reduction equals the marginal social benefit of reduction. 


The economically efficient level of pollution occurs where total benefits of pollution 
reduction are maximised. 


Taxes can result in the economically efficient level of pollution from an activity if the tax is set 


equal to the: 


A) 
B) 
C) 
D) 


marginal social cost of the activity. 
marginal private cost of the activity. 
competitive equilibrium price of the activity. 


external cost of the activity. 


Which of the following is true when a negative external effect creates a deadweight loss? 


A) 


B) 


C) 


D) 


The marginal benefit to consumers is equal to the marginal cost to society of the last units 
produced. 


The marginal benefit to consumers is above the marginal cost to society of the last units 
produced. 


The marginal benefit to consumers is below the marginal cost to society of the last units 
produced. 


None of these options is correct. 


When is a good or service considered to be rival in nature? 


A) 
B) 
C) 
D) 


If you can keep other people who did not pay for the item from enjoying its benefits. 
If you can't keep other people who did not pay for the item from enjoying its benefits. 
When you consume one unit there is one less for everyone else. 


All people are considered to be owners. 


10. 


11. 


12. 
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If a nation has a comparative advantage in producing a good or service, this means that: 


A) 


B) 


C) 
D) 


using the same amount of resources, this nation can produce more of the good than any 
other nation. 


using the same amount of resources, this nation can produce the good at a lower 
opportunity cost than any other nation. 


the nation is the only possible producer of the good in the world. 


the nation has a monopoly in the production of the good. 


If country A can produce the same amount of a product as country B, but using fewer resources, 


then country A has: 


A) 
B) 
C) 
D) 


a comparative advantage. 
a productive advantage. 
a relative advantage. 


an absolute advantage. 


The ratio at which a country can trade domestically produced goods and services for imported 


goods and services 1s the: 


A) 
B) 
C) 
D) 


trade ratio. 
goods exchange ratio. 
exchange rate. 


terms of trade. 


The people of a country do not completely specialise in the production of a single good in which 


they have a comparative advantage because: 


A) 
B) 


C) 


D) 


some services, such as medical services, would be difficult to export to other nations. 


tastes differ and therefore some products, such as cars, are produced in many different 
nations. 


as specialisation advances, there is typically increasing opportunity cost, which makes 100 
per cent specialisation too costly for exportation. 


All of these options are correct. 


15. 


16. 


Ly 
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The impact of a tariff on an imported good is that it: 

A) — stops the good from being imported. 

B) reduces the amount of imports. 

C) — sets the maximum number of a good that is allowed into the economy. 


D) increases the amount of imports. 


Autarky is a situation in which a country: 
A) — only exports products. 
B) _ only imports products. 
C) does not trade with other countries. 


D) _ has no absolute advantage in any production. 


An import quota: 

A) _ reduces the quantity imported and raises prices. 

B) increases the quantity imported and lowers prices. 
C) increases the quantity imported and raises the prices. 


D) _ reduces the quantity imported and lowers the prices. 
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PART B 


SHORT ANSWER QUESTIONS (20 marks) 
Answer all FIVE (5) questions. Each question carries 4 marks. 


USE ONE OF THE ANSWER BOOKLETS PROVIDED 


. A business you own is losing money. Describe the circumstances in which you would close it and 
the circumstances in which it would pay you to keep it operating. 


. Explain how price is determined in a monopoly. What are the most important barriers to entry? 


. What is the Coase theorem? Under what conditions might the Coase theorem not work effectively 
to solve a negative externality? 


. What is the minimum efficient scale? What is likely to happen in the long run to firms that do not 
reach minimum efficient scale? 


. Do the people who are legally required to pay a tax always bear the burden of the tax? Explain. 
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PART C 
ESSAY QUESTIONS 
Answer any TWO (2) of the following THREE (3) essay questions. 
Each question carries 25 marks (50 marks total) 


USE A SEPARATE BOOKLET FOR EACH QUESTION 


1. 


City A and City B are less than 15 minutes’ drive apart. Suppose City A enacts a rent control law 
on apartments that puts a ceiling on rents that is well below their competitive market value. Using 
a demand and supply diagram, show the impact of the law on the demand for and supply of 
apartments in City A. Use another demand and supply diagram to predict the impact of this law on 


the competitive equilibrium rent in City B, which does not have a rent control law. 


If carbon dioxide contributes to climate change, an externality in using coal is not included in the 
private costs incurred by electricity companies. Use a diagram to show how a Pigovian tax can 


bring about an efficient level of output. 


All states and territories in Australia require that every driver has a third party insurance policy 
that covers any car they own or operate. The governments demand that all drivers pay the same 
rates for insurance rather than letting insurance companies determine different premiums for 
different drivers. Explain why this system is necessary. Why don’t insurance companies 
voluntarily insure these bad drivers and charge them very high rates? Why do governments have 


to force insurance companies to insure bad drivers? 
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ANSWER SHEET FOR PART A 


Please CIRCLE clearly the correct answer. 


Question 
1. eae be ece ede 
x eae be ece ede 
3 eae be ece ede 
4. eae be ece ede 
5. eae *be ece ede 
6. eae be ece ede 
he eae be ece ede 
8. eae be ece ede 
9. eae be ece ede 
10 eae be ece ede 
11. eae be ece ede 
12. eae be ece ede 
13: eae *be ece ede 
14. eae be ece ede 
15. eae be ece ede 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 


Writing your name and number on the front will help us confirm that your paper has been returned. 
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